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proposed auto-insurance reform into the RIMS (II) model get reductions in employment, output,
and earnings. Basic economic principles indicate that input-output analysis is not appropriate for
addressing the effects of reducing the cost of production and improving the incentives of the
health care community that would be the result of eliminating the requirement that drivers
purchase unlimited P[P protection.

The effect of proposed legislation, which would allow consumers in Michigan some choice in
the amount of personal injury protection (PIP) they purchase, is more likely to result in increases
in economic activity than any decline. Professor Sharon Tennyson of Cornell University in a
recent study argues that the increased spending on auto-insurance-covered health care “is
creating a fiscally unsustainable situation that presents a real threat to the economic well-being of
the state, as the premium payments to cover the cost will become a greater percentage of
consumer and business spending.”™ Tennyson’s conclusion is the opposite conclusion of the
AEG report and is consistent with economic theory.

[1. Michigan’s High Insurance Premiums and Unlimited PIP

There are numerous studies that demonstrate the high cost of auto-insurance in Michigan. For
example, a 2010 RAND Corporation study by economist Paul Heaton found that “(I)n 2007,
average total auto insurance premiums in Michigan were 17 percent higher than those in the rest
of the country ($928 versus $795).”° Tennyson’s 2011 study, using NAIC data, found that
Michigan’s average insurance premiums grew 30.5% from 1997 to 2007, while nationally
average premiums rose by 13.7%. This raised Michigan from the 13" highest premiums to 11
highest.

* Sharon Tennyson, The High Cost of Michigan's No-Fault Auto tnsurance: Causes and Imolications for Reform,
Department of Policy Analysis and Management, Cornell University, [thaca, NY, Apcil 2011, pg. I.
° Paul Heaton, “Auto [nsurance Reform in Michigan: What Can the Data Tell Us?" RAND Institute for Civil Justice,
Occasional Paper, 2010, pg. 2.
° Robert Hartwig, Testimony before Michigan House [nsurance Committee, Lansing, MI, December 3, 2009,
available at http://michiganinsurancecoalition.com/wp-content/uploads/20 10/03/HartwigMichigan Testimony.pdf.
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Table 1
Insurance Reimbursement in Detroit

{Dollars)
Procedure No-Fault Medicare W/Comp
Manual Therapy 60.80 28.91 38.03
MRI-Neck 3258.68 483.98 769.63
Surgery-Shoulder 2806.13 730.70 939,98
CT Scan-Neck 1820.09 261.5 418.78

Source: Mitchell DecisionPoint

Another 2010 RAND study, /71 U.5. Exparisnce with No-Fault Automobiia Insurance: A
Aelrospeciive, found that the claiming behavior of automobile aceident victims is a large factor
in higher auto insurance costs.’

A third reason for increased costs of health care under unlimited PIP requirements is that when
treatment is paid for regardless of cost, there is a particularly large incentive for fraud. If I can
prescribe a few more treatments and be sure they will be paid for, then [ will have the incentive
to do so.®

The AEG report recognizes that the unlimited PIP requirement distorts consumer purchase of
PIP, as the report estimates that 75% to 90% of all drivers would purchase a policy with less than
unlimited PIP if given the opportunity. But rather than coming to the conclusion that allowing
consumers some choice in this area would improve efficiency, the report holds up as a negative
that the “proposed policy change allows the buying behavior of policyholders to dictate how
much of almost $810 million would continue to be spent on PIP-related health care.”™ The point
shmﬂd be that this change would m@rﬂv Michigan’s economy by allowing consumers, rather

ment, decide how much is to be spent on health care and would eliminate the

JUIrSment of quplicale coverage many « drivers are saddled with,

ses pay insurance on

D%ﬁ wﬁ?qSQ?ODﬂi(‘ Claims

Association that %scame necessary when it became clear that ifb'ﬁii‘& nce companies would not be

able to cover the unlimited costs of severe injuries, results in commercia i chicles being

particularly burdened by higher insurance costs.

"J. Anderson, P. Heaton, and 3. Carroll, (Santa Monica: RAND Institute for Civil Justice, 2010)
¥ For a further discussion of the negative sffects of the incentives created by unlimited PIP see G. Wolfram and D.J.
Olson, Reforming Michigan's duto Insurance lndustry: Some Concrete and Practical Proposals, Competitive
z:nterpnsc fnstitute and Mackinac Center for Public Policy, October 2010, and Tennyson, op. cit.

? Anderson Economic Group, pg. 18.

" See Wolfram and Olson, pgs. 6-9.
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As an example, does it really make sense to come to the conclusion, as does the AEG study, that
reducing auto insurance premiums by up to $1 trillion in Michigan will result in $9 million in
lost output in the manufacturing sector alone in Michigan? The reason AEG gets results like this
is because if everything else being held the same you reduce the size of the health care industry
you will have a negative effect on other industries. However, not everyt hmg Qise is %}Qinﬁ held
constant. A major reduction in the costs of producin g z’z{;‘w;? even if it is ju

transportation, will improve the efficiency of the econo

goods and services.

[t is also true that the input-output model does not attempt to take into account whether increased
expenditures in an industry are productive, since market-based changes will generally be
efficient. Reductions in expenditures that improve efficiency because they reduce or eliminate
expenditures that were inefficient due to government mandates will not result in increased output
in a standard input-output model because the model is not designed to capture such effects.

The elimination of the unlimited PIP requirement is an example of reducing inefficient
expenditures and it will not be appropriately analyzed with the RIMS (II) model. To see why an
input-output analysis gives anomalous results, imagine the state legislature passed a law that
required everyone to visit the dentist three times a week. Using the AEG methodology, this
would increase health care expenditures, with resulting multiplied effects on employment,
output, and income. [n fact, any increase in spending feeds through the multipliers to increased
economic activity.

As ta:i in Section L, the unlimited PIP requirement has led to health care expenditures far in

111

states. ii"‘ih‘s”ii@g this req uirement will lead to a more etficient allocation o

im L

to both of
not decrease it,
s
¢ Whe Can’t?
ranmrt hinta » facris 1o o rmay Frr fhnae whm i fFar pataotmmmbin (Hlmmsoa
As the AEG report hints, the real {ssue is how to pay [or those wno sulbier Lﬁi&bii‘d; nic illness or

ajury and de t have adequate insurance or resources. The study assumes that between 638 and
people annually will suffer a catastrophic injury and will not have uﬁiémztad insurance
Under current law, e'ﬁee;{%vaz;f all drivsrs in Michigan pay for the health care costs

5
and the costs of the Michigan Catastrophic
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The authors of the AEG report implicitly assume either this is the only way to provide
catastrophic health care for the uninsured or that it is better than other ways that would result

“ For a discussion of how the Michigan Catastrophic Claims Association operates see Wolfram and Olson
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